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Responding to an outcry from consumers, the Secretaria de Energia (SENER) announced a plan in
early March to regulate the cost of liquified petroleum gas (LPG) for six months. The decision will
mean an average reduction of about 7% in the price consumers pay for a tank of LPG. LPG is still
used in 85% of households in Mexico, even though the government initiated a campaign several
years ago to convert a large share of the country's homes and businesses to natural gas. The decision
to limit the price of LPG in effect reverses an announcement earlier this year that prices would be
allowed to increase by 2% monthly this year.
Those projected increases, along with last year's price escalation of more than 40%, had created a
lot of discontent among consumers. Decision a result of citizen outcry, pressure from Congress The
high prices led members of Congress from the center- left Partido de la Revolucion Democratica
(PRD) and the long- governing Partido Revolucionario Institucional (PRI) to pressure the
government to take action. "I have told the authorities that they have to solve this [problem],"
PRI Sen. Amador Rodriguez said in late February. "Everywhere I go, people are telling me to lead
protests to demand lower prices for gas."
The PRD, which organized a handful of protests during February, applauded the government's
decision to restrict price increases but said more needed to be done. PRD Deputy Jesus Garibay
called on the administration of President Vicente Fox to reduce prices for LPG by an average of 15%
and then freeze prices at that level for the rest of the year. Another PRD proposal recommended
eliminating the value- added tax (impuesto al valor agregado, IVA) on LPG and boosting subsidies
for the fuel.
The rise in LPG prices is in part the result of the high cost of importing the fuel from the US. The
state-run oil company PEMEX, the only entity authorized to import the fuel, can only bring LPG
through two points, Reynosa and Ciudad Juarez. Imports account for 30% of all LPG consumed in
Mexico. At the domestic level, high costs for LPG have been blamed on price-fixing by a handful of
companies.
The SENER decision to set a ceiling on prices followed an investigation by the government's antimonopoly agency (Comision Federal de Competencia, CFC), which showed that distribution of LPG
in Mexico was controlled by only six companies, each of which had carved out a particular region.
The CFC investigation found the six companies conspired to set prices in violation of Mexico's
competition laws (Ley Federal de Competencia).
The CFC study showed that six companies Zeta, Tomsa, Fuentes, Garza, Zaragoza, and Uribe
controlled distribution of LPG in Mexico. "We know the price at which distributors sell it to
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households, so by calculating the difference we will know how much profit each one of the
distributors makes," said Carlos Imaz, president of the PRD in Mexico City.
The government's consumer protection agency (Procuraduria Federal de Proteccion al Consumidor,
PROFECO) has threatened to prosecute any company that does not comply with the new price
structure. Possible sanctions include seizing assets and revoking operating licenses.

LPG producers may appeal decision
A spokesperson for the Secretaria de Economia said the new directive allows gas distributors
to recover their cost of operation and earn a "reasonable" profit. Enrique Arizmendi, president
of Asociacion Mexicana de Gas Licuado de Petroleo, said his organization would accept the
administration's directive, but left open the option of appealing the decision.
Despite the federal government's tough stance against LPG distributors, some critics contend that
the Fox administration was slower to provide relief to consumers from high LPG prices than it was
to offer assistance to businesses affected by high costs of natural gas (see SourceMex, 2001-01-17).
"LPG prices have increased by a cumulative 500% since 1995," said Deputy Jaime Cervantes of the
Partido del Trabajo (PT). "During this same period salaries have only risen by 147%."
Some analysts said the Fox administration's decision to cap costs of LPG is expected to help keep
consumer inflation down. "Temporarily freezing LPG prices will ensure that the consumer price
index (Indice Nacional de Precios al Consumidor, INPC) remains low," said analyst Eduardo
Fernandez of Grupo Financiero Banamex-Accival.
Still, even the high prices for LPG had little impact on the INPC in recent months. In its monthly
inflation report, the Banco de Mexico (central bank) said the INPC actually fell by 0.07% in February
while the producer price index (Indice de Precios al Productor, INPP) rose by a mere 0.04%. Analysts
said the February INPC was the lowest in 30 years, with the accumulated inflation rate for JanuaryFebruary reported at 0.49%.
The central bank said the low prices in February were the result of a sharp decline in the price of
several fruits and vegetables, including tomatoes, chile peppers, lemons and oranges, and chicken.
The decline in the price of these products more than offset increases in the cost of LPG and natural
gas, housing, tortillas, and other products. (Sources: The News, 02/28/01; CNI en Linea, 03/07/01,
03/08/01; Agence France-Presse, 03/08/01; El Financiero, 03/07-09/01; Reforma, 02/09/01, 02/12/01,
03/08/01, 03/09/01, 03/13/01; Excelsior, 03/08/01, 03/09/01, 03/13/01; El Economista, 02/12/01, 03/08/01,
03/09/01, 03/12-14/01; La Jornada, 02/13/01, 02/23/01, 03/08/01, 03/09/01, 03/13/01, 03/14/01; El
Universal, 03/08/01, 03/09/01, 03/12-14/01; Novedades, 03/13/01, 03/14/01)
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